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CONFIDENTIAL SECTION 1 OF 2 BUDAPEST 3483 

E.O. 11652: GDS 
TAGS: EFIN, FIU 

SUB J : WORLD WAR I DEBT AND THE JOHNSON ACT 

REF: A) STATE 250958 

B) STATE 250063 

C) BUDAPEST 3398 

1. FOLLOWING RECEIPT REFTELS EMBASSY ON OCTOBER 23 
REQUESTED OCTOBER 24 APPOINTMENT FOR AMBASSADOR WITH 
HUNGARIAN FINANCE MINISTER FALUVEGI. FINMIN RESPONDED 
BY SETTING APPOINTMENT FOR AFTERNOON OCTOBER 23* 

2. AT OCTOBER 23 MEETING WITH FINMIN, MCAULIFFE DISCUSSED 
CONTENTS STATE 250958 ORALLY, DREW ON STATE 250063 TO 
EXPLAIN THAT FIGURE SHOWING ARREARAGES ON SALE OF U.S. SURPLUS 
PROPERTY REQUIRED UPDATING AND THEN SAID HE WAS AUTHORIZED 
TO SEND NOTE ALONG THESE LINES TO HUNGARIAN FOREIGN OFFICE 

IN RESPONSE TO ITS OCTOBER 16 DEMARCHE TO DCM MUDD (BUDAPEST 
3398) IF WRITTEN REPLY OF THIS NATURE WOULD ASSIST IN 
MEETING MINISTER FALUVEGI'S REQUEST. ON OTHER HAND, MCAULIFFE 
WAS PREPARED CONTINUE HANDLE MATTER ORALLY WITH FINMIN, 
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OR GIVE HIM INFORMAL PIECE OF PAPER TOTALLY LACKING IN 
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OFFICIAL CHARACTER IF EITHER OF THOSE COURSES BETTER MET 
FALUVEGI'S NEEDS. 

3. FALUVEGI SAID HE WAS GRATEFULSCO EMBASSY AND TO 
DEPARTMENT OF STATE FOR PROVIDING SPECIFICS AND FOR 
REPONDING IN SUCH HELPFUL FASHION TO NUMEROUS REQUESTS 
FROM HUNGARIAN SIDE. HE DECLARED HE WOULD BE DELIGHTED 
TO RECEIVE DIPLOMATIC NOTE THROUGH FOREIGN OFFICE BECAUSE 

IT WOULD ENABLE HIM TO RESPOND TO HIS "COMPETENT AUTHORITIES." 
HE ASKED TO SEE DRAFT OF OPERATIVE SECTION OF NOTE. MCAULIFFE 
GAVE HIM CLEARLY LABELED DRAFT NOTE CONTAINING PARA 3 REFTEL A. 
HE SUMMONED AKAR (HEAD INTERNATIONAL DEPARTMENT. FINANCE 
MINISTRY) AND THEY READ TEXT THROUGH TOGETHER WITH GREAT CARE. 

4. HAVING AGAIN DECLARED HIMSELF DELIGHTED WITH TEXT. 

FALUVEGI ASKED MCAULIFFE TO TRANSMIT NOTE TO 
HUNGARIAN FOREIGN OFFICE. HE THEN SAID PRESENTATION 

OF THIS NOTE BY EMBASSY WOULD IN HIS VIEW MARK STARTING 
POINT OF NEGOTIATIONS WHICH WOULD ENABLE HIM TO CLEAR 
AWAY ALL EXISTING BILATERAL FINANCIAL DISPUTES AND MIS- 
UNDERSTANDINGS BETWEEN GOH AND USG AND RESULT IN LIFTING 
OF JOHNSON ACT BAN. THERE REMAIN MATTERS OF DETAIL SUCH 
AS RECONCILING FIGURES AND INTEREST DUE; BUT HE 
BELIEVED GOH SHOULD NOW BE ABLE AFTER SHORT PERIOD 
OF STUDY TO DEAL WITH THESE ISSUES PROMPTLY AND NEGOTIATE 
SETTLEMENT SATISFACTORY TO BOTH PARTIES JUST AS IT HAD DONE 
IN CASE OF CLAIMS AND BOND SETTLEMENTS. MCAULIFFE 
INTERVENED TO SAY THAT. AS FALUVEGI AND AKAR KNEW FULL WELL, 
WORLD WAR I DEBT SETTLEMENT ISSUE HAD LONG AND COMPLICATED 
HISTORY, THAT U.S. CONGRESS HAD DEEP AND ABIDING INTEREST 
IN WHOLE QUESTION AND THAT ANY SETTLEMENT AT LESS THAN 
100 PERCENT FULL VALUE WOULD REQUIRE CONGRESSIONAL APPROVAL 
WHICH - IN MCAULIFFE'S PERSONAL VIEW - APPEARED MOST 
UNLIKELY IN TODAY'S WORLD. ALTHOUGH $4 MILLION PLUS IS 
NOT INSIGNIFICANT SUM. IT IS CERTAINLY NOT HUGE ONE FOR 
COUNTRY WITH 10.5 MILLION INHABITANTS AND THRIVING ECONOMY. 
FALUVEGI REPLIED THAT GOH FOR REASONS OF SELF-RESPECT AND 
PRUDENCE WOULD FIND IT NECESSARY TO TEST.U.S. INSISTENCE ON 
100 PERCENT SETTLEMENT. THEN, AFTER DETERMINING THAT ASPECT, 

ONE COULD MOVE ON TO DISCUSSING SIZE OF INSTALLMENTS, RATE 
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5. FINMIN THEN SAID THAT FOR HIS PURPOSES HE NEEDS WRITTEN 
ASSURANCE AT THIS POINT - PREFERABLY BY U.S. TREASURY - 
THAT. UPON COMPLETION OF PAYMENTS TO SETTLE FLOUR DEBT AND 
SURPLUS PROPERTY ARREARAGES, "DISCRIMINATORY PROVISIONS" 

OF JOHNSON ACT WILL NO LONGER APPLY TO HUNGARY. MCAULIFFE 
RESPONDED THAT USG KEEPS ITS WORD. HONORS ITS TREATY 
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OBLIGATION N PAYS ITS DEBTS AND EXPECTS FOREIGN GOVERNMENTS 
TO DO THE SAME - AN HONORABLE TRADTION THAT MANY IN 
TODAY'S WORLD CONSIDER QUAINT. FINMIN SAID HE DID NOT 
MISTRUST USG OR U.S. OFFICIALS INDIVIDUALLY. HE DID, 

HOWEVER, NEED - IN ORDER TO SATISFY HIS OWN AUTHORITIES - 
AN EXPLICIT ASSURANCE THAT WHEN ARREARAGES FOR FLOUR DEBT 
AND SURPLUS PROPERTY ARE WORKED OUT TO SATISFACTION OF 
BOTH PARTIES USG WILL STATE THAT "DISCRIMINATORY PROVISIONS 
OF JOHNSON ACT" NO LONGER APPLY TO HUNGARY. MCAULIFFE 
CONTESTED ASSERTION THAT JOHNSON ACT IS DISCRIMINATORY, 
OBSERVING THAT ALL GOVERNMENTS, LIKE INDIVIDUALS, MUST 
FACE UP TO FACT THAT THEY CAN EXPECT TO SUFFER PENALTIES WHEN 
THEY DEFAULT ON OBLIGATIONS WHICH THEY OR THEIR 
PREDECESSORS HAD FREELY ASSUMED AT AN EARLIER DATE. HE 
SAID THAT IN FOREIGN AFFAIRS, INCLUDING SPECIFICALLY 
FOREIGN ECONOMIC AND FINANCIAL AFFAIRS, THE DEPARTMENT OF 
STATE - IN THIS CASE EMBASSY BUDAPEST AS ITS AGENT - 
SPEAKS WITH FULL AUTHORITY FOR EXECUTIVE BRANCH OF FEDERAL 
GOVERNMENT. AMERICAN AMBASSADOR REPRESENTS THE PRESIDENT 
OF THE UNITED STATES, THE CHIEF EXECUTIVE; AND IT BORDERED 
ON INSULT TO SUGGEST THAT, AFTER AN EXCHANGE OF DIPLOMATIC 
NOTES AND AFTER THE MAKING OF STIPULATED PAYMENTS IN 
ACCORDANCE WITH THE TERMS OF AN AGREEMENT, THE TREASURY 
DEPARTMENT OR ANY OTHER AGENCY OF THE USG WOULD FAIL TO 
HONOR THAT OFFICIAL COMMITMENT. MCAULIFFE WENT ON 
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CONFIDENTIAL SECTION 2 OF 2 BUDAPEST 3483 

TO ADMIT THAT, UNLIKE WELL-INFORMED SENIOR OFFICIALS 
IN HUNGARIAN FINMIN AND U.S. TREASURY DEPARTMENT, HE WAS 
NEITHER INTIMATELY FAMILIAR WITH STATISTICS NOR HAD HE 
STUDIED U.S. STATUTES AND HISTORY OF FLOUR DEBT. IT WAS, 

HOWEVER, HIS PERSONAL IMPRESSION - AN IMPRESSION THAT IS 
SUBJECT TO CORRECTION - THAT MERE EXCHANGES OF NOTES 
ARRANGING SCHEDULE OF PAYMENTS ON FLOUR AND SURPLUS 
PROPERTY DEBTS WOULD NOT REPEAT NOT NEGATE EFFECTS OF 
JOHNSON ACT. ON CONTRARY, IT WAS HIS UNDERSTANDING THAT 
JOHNSON ACT BAN WOULD CEASE TO APPLY ON THE DATE THAT 
HUNGARY PAYS ITS FINAL INSTALLMENT ON BOTH THESE DEBTS, 

PROVIDED OF COURSE THAT ALL ITS OTHER DEBT PAYMENTS 
ARE ALSO CURRENT. NEITHER ROLL-OVER NOR ESTABLISHMENT 
OF NEW DEFERRED PAYMENTS SCHEDULE ON THESE OVERDUE OBLIGATIONS 
WILL MEET REQUIREMENTS OF U.S. STATUTES AND REESTABLISH 
HUNGARY'S CREDIT- WORTHINESS. THESE TERMS, IF THEY ARE 
CORRECT, MIGHT SEEM HARSH TO THOSE WHO EXPECT USG ALWAYS 
TO BE GENEROUS AND PHILANTROPHIC. BUT AKAR, FALUVEGI AND 
MORE RECENTLY HUNGARIAN FONOFF HAD OVER MANY MONTHS PLEADED 
FOR U.S. STATEMENT OF STEPS WHICH HUNGARY MUST TAKE TO ELIMINATE 
EFFECTS OF JOHNSON ACT SO THAT GOH COULD GAIN ACCESS TO 
AMERICAN CAPITAL MARKET. MCAULIFFE SAID THAT, THANKS 
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TO HELP FROM DEPARTMENT, HE HAD NOW MET FALUVEGI'S INSISTENT 
REQUESTS. 

6. FALUVEGI SAID HE UNDERSTOOD AND THAT U.S. RESPONSE 
MARKS BEGINNING OF PROCESS TO CLEAR UP ALL BILATERAL 
FINANCIAL PROBLEMS. HE SAID HUNGARY WILL IN ITS RESPONSE 
TO EMBASSY NOTE SEEK TO CLARIFY "QUITE SPECIFICALLY" TWO 
POINTS: A) THE DATE AND/OR THE CIRCUMSTANCES UNDER WHICH 
THE JOHNSON ACT BAN WOULD NO LONGER APPLY TO HUNGARY, AND 
B) THE MEANS SNF GIVING EFFECT TO THAT CHANGED CONDITION. 

FINMIN SAID THAT IN THE PAST, DUE TO UNDUE HASTE AND FAULTY 
UNDERSTANDING ON BOTH SIDES, HE AND "VERY SENIOR" AUTHORITIES 
IN BUDAPEST HAD BEECKLED TO BELIEVE THAT BILATERAL FINANCIAL 
ISSUES HAD ALREADY BEEN SETTLED ONCE AND FOR ALL - ONLY TO 
FIND THEMSELVES DISAPPOINTED. HE HAD BEEN CHARGED WITH TASK 
OF ACHIEVING FINAL, DEFINITIVE, TOTAL SOLUTION. IN ORDER TO 
BE AUTHORIZED TO ALLOCATE THE RESOURCES THAT 
WOULD PRODUCE SUCH A TOTAL AND FINAL SOLUTION HE HAD TO 
ASSURE HIMSELF A) THAT THERE ARE NO IMPEDIMENTS OR HURDLES 
THAT ARE STILL UNKNOWN TO GOH, B) THAT, WHEN AND IF HUNGARY 
FULFILLS TERMS ENUMERATED BY USG, ADVERSE EFFECTS OF JOHNSON 
ACT WILL IMMEDIATELY CEASE TO APPLY, AND C) THAT APPROPRIATE 
AGENCY OF U.S. FEDERAL GOVERNMENT PERHAPS TREASURY 
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DEPARTMENT - WILL TAKE POSITIVE AND OFFICIAL ACTION TO 
NOTIFY ALL INTERESTED PARTIES THAT JOHNSON ACT BAN NO 
LONGER APPLIES TO HUNGARY. MCAULIFFE SAID HE WOULD FULLY 
REPORT MINISTER'S COMMENTS TO WASHINGTON AND ADDED THAT 
EVENTUAL EXCHANGE 

OF UNCLASSIFIED NOTES BETWEEN EMBASSY 

BUDAPEST AND HUNGARIAN FOREIGN OFFICE (OR BETWEEN HUNGARIAN 
EMBASSY WASHINGTON AND DEPARTMENT OF STATE) MIGHT SATISFY 
FALUVEGI'S THIRD POINT. FINMIN EXPRESSED DOUBT. COMMENTING 
THAT HE SAW CLEAR NEED FOR SOME AFFIRMATIVE OFFICIAL ACTION 
BY USG AT SOME POINT ANNOUNCING IN A WAY THAT WOULD COMMAND 
RESPECT IN AMERICA AND FOREIGN BANKING AND GOVERNMENTAL 
CIRCLES THAT JOHNSON ACT BAN NO LONGER APPLIES AS OF A 
GIVEN DATE. MCAULIFFE SAID PRESS RELEASE IN BUDAPEST 
PUBLISHING TEXT OF EXCHANGE OF NOTES MIGHT MEET GOH NEED; 
FALUVEGI SAID JOINT PRESS RELEASE IN WASHINGTON AND BUDAPEST 
MIGHT PROVE SATISFACTORY. MEANWHILE, FONMIN SAID HE 
WOULD WELCOME ANY SUGGESTIONS U.S. MIGHT HAVE IN THIS REGARD: 
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E.G.. WOULD TREASURY DEPARTMENT ROUTINELY ISSUE PUBLIC 
NOTICE OF SOME SORT? WOULD NOTICE ROUTINELY APPEAR IN 
FEDERAL REGISTER OR SOME OTHER OFFICIAL USG PUBLICATION? 

7. IN CLOSING FALUVEGI SAID HE FELT MUCH ENCOURAGED 
BECAUSE HE COULD AT LAST SEEN END TO PROBLEM THAT HAD 
VEXED HIM AND "SENIRO AUTHORITIES" FOR MANY MONTHS. IN 
ANTICIPATION OF RECEIPT OF EMBASSY NOTE FROM FONOFF, 

STAFF AT FINANCE MINISTRY WOULD IMMEDIATELY SET TO WORK 
DRAFTING RESPONSE TO INTRODUCE THE SPECIFICITY HE NEEDS. 

HE WOULD LIKE TO CONFER WITH MCAULIFFE PRIVATELY BEFORE 
SENDING NEW TEXT TO FONOFF FOR TRANSMISSION TO EMBASSY. 

HE ALSO SAID HE COULD NOW LOOK FORWARD TO DAY WHEN HE COULD 
REPORT TO HIS SUPERIORS IN BUDAPEST: "THERE ARE NO 
OUTSTANDING FINANCIAL PROBLEMS WITH U.S." MCAULIFFE SAID 
HE DID NOT KNOW WHETHER "BLOCKED ACCOUNTS" WERE WITHIN 
PURVIEW OF FINMIN; BUT THAT THIS ISSUE, ALTHOUGH NOT 
RELATED TO FLOUR DEBT PAYMENT AND JOHNSON ACT, GIVES 
CONCERN TO USG AND REQUIRES SOLUTION SOONER RATHER THAN 
LATER. FALUVEGI RESPONDED THAT "BLOCKED ACCOUNTS" ARE 
WITHIN HIS COMPETENCE, THAT HE PREFERRED TO DEAL WITH 
ISSUES SEPARATELY RATHER THAN LINK THEM, AND THAT HE WAS 
READY TO DISCUSS "BLOCKED ACCOUNTS" TOO WHEN THEY MEET TO 
EXAMINE HUNGARIAN DRAFT REPLY TO EMBASSY NOTE ON FLOUR 
DEBT. 

8. EMBASSY NOTE 361 DATED OCTOBER 23, 1975 CONTAINING 
PARA 3, REFTEL A SENT HUNGARIAN FOREIGN OFFICE. CERTIFIED 
COPY POUCHED DEPARTMENT REGISTRY NO. 1514027. 

MCAULIFFE 
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